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ADAPTIVE MARKETING SOLUTIONS INC.

(formerly ARTGALLERYLIVE.COM MANAGEMENT LTD.)

SCHEDULE A
Consolidated Financial Statements

(Unaudited — Prepared by Management)
August 31, 2001
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

CONSOLIDATED BALANCE SHEETS

"Unaudited” "Audited”
As at As at
August 31, February 28,
2001 2001
Assets
Current
Cash and cash equivalents $ 3,118 $ 16,684
Accounts receivable 51,576 19,009
Prepaid expenses 6,017 2,446
Inventory 5,101 5,101
Deferred finance costs 5,688 5,688
71,500 - 48,928
Capital assets (Note 5) 28,735 32,800
Goodwill {(Note 6) 1 1
$ 100,236 $ 81,729
Liabilities
Current
Accounts payable and accrued liabilities $ 558,041 $ 443,260
Note payable (Note 7) 83,333 63,333
' 641,374 506,593
Shareholders’ Equity (Deficiency)
Share capital (Note 9) 8,441,323 8,324,622
Additional paid-in capital (Note 7) 40,000 40,000
Deficit (9,022,461) (8,789,486)
' (541,138) (424,864)
$ 100,236 $ 81,729
Nature of operations (Note1)
See accompanying notes to the consolidated financial statements.
On behalf of the Board
“Elizabeth Mast” Director “Peter Steele Director

Elizabeth Mast

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT
(Unaudited — Prepared by Management)

|

Three (3) months ended Aug 31  Six (6) months ended Aug 31

2001 2000 2001 2000
Revenue
Sales of artwork online $ -8 6,712 $ 5721 § 6,712
Cost of sales - 3,995 2,317 3,995
Gross margin - 2,717 3,404 2,717
Interest and other income 994 776 1,058 3,045
994 3,493 4,462 5,762
Expenses
Accounting and auditing 22,030 22,199 22,030 63,538
Advertising and marketing 2,360 69,096 3,615 181,514
Automobile ’ 1,302 - 675 1,302 2,696
Depreciation and amortization 1,900 3,164 4,065 16,793
Consuiting 19,485 12,682 50,444 21,805
Filing and license fees 6,044 (2,197) 6,364 (1,082)
Financing and finders’ fees - 11,599 1,350 11,599
Interest and bank charges (Note 7) 24,873 1,027 25,132 2,292
Legal 225 - 26,301 334 - 69,692
- Management fees 22,500 22,000 45,000 54,250
Office and administration 1,524 . 42,574 11,552 70,252 -
Rent 11,010 21,150 23,346 43,650
Shareholders’ communication and promotion 1,500 76,010 2,538 138,486
Telephone 2,037 4,980 3,595 17,348
Travel - - 148 34,752
Wages and benefits 13,541 50,049 - - 29,313 149,108
Web hosting and development 2,057 2,959 7,309 134,396
132,388 364,268 237,437 1,011,089
Loss for the period (131,394) (360,775} (232,975)  (1,005,327)
Deficit, beginning of period (8,891,067) (7,660,613) (8,789,486) (7,016,061)
Deficit, end of period $ (9,022,461) $ (8,021,388) $ (9,022,461) $(8,021,388)
I
Basic loss per share o $ (0.05) § (0.24) & (0.11) $ (0.60)
Weighted average number of common
shares used in calculation of basic loss per share 2,624,345 1,475,894 2,203,802 1,669,927

See accompanying notes to the consolidated financial statements.
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ADAPTIVE MARKETING SOLUTIONS INC.
(Formerly ArtGalleryLive.com Management Ltd.)

CONSOLIDATED STATEMENTS OF CASH FLOWS
{(Unaudited — Prepared by Management)

Three (3) months ended Aug 31 Six (6) months ended Aug 31

2001 2000 2001 2000
Cash used for operating activities: ‘
Loss for the period $ (131,394) $ (360,775) $ (232,975) $ (1,005,326)
items not involving cash: ‘ «
Depreciation and amortization ' 1,900 3,164 4,065 16,793
Interest expense (Note 7) 20,000 - 20,000 -
Change in non-cash working capital , ) ‘ .
Marketable securities ) _ - - - 374,159
Accounts receivable 12,736 (19,593) (32,567) 52,928
Prepaid expenses ' S Co- (1,535) (3,571) 48,534
Inventory R (454)- - (454)
Accounts payable and accrued liabilities 94,234 23,142 114,782 18,046

(2,524)  (356,051) {130,266) {495,320)

Cash used for investing activities:

Purchase of capital assets - (308) - (6,667)

Cash provided by financing activities:
Common shares issued for cash, net of

share issue expenses - 393,750 116,700 389,445
Increase (decrease) in cash and cash equivalents (2,524) 37,391 (13,566) (112,542)
Cash and cash equivalents, beginning of period 5,642 36,867 16,684 186,800
Cash and cash equivalents, end of period .$ 3,118 § 74,258 $ - 3,118 % 74,258

Supplementary information:
Cash paid for interest $ -3 - 3 -8 1,394
Cash paid for taxes $ -3 - $ - $ -

See accompanying notes to the consolidated financial statements.
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

1.

Nature of operations:

The Company was incorporated pursuant to the Company Act of the Province of British Columbia on
April 28, 1988.

On May 3, 1999, the Board of Directors approved a change in the direction of the Company from that
of resource exploration to online sales of artwork to publishers, galleries, dealers, and collectors. On
January 18, 2001, the Company changed its name from Artgallerylive.com Management Ltd. to
Adaptive Marketing Solutions Inc.

These interim consolidated financial statements have been presented on the going concern basis
which assumes the realization of assets and liquidation of liabilities in the normal course of business.
During the six month period ended August 31, 2001, the Company has experienced operating losses
of $ 232,975 (2000 - $1,005,326) and negative cash flows from operations of $130,266 (2000 -
$495,320) and has had to rely on equity and debt financing to meet cash requirements for operations
to-date. The Company’s continuation as a going concern is dependent on its ability to generate cash
flow to meet its obligations on a timely basis, to obtain additional financing or refinancing as may be
required and ultimately attain profitability. The Company is currently actively seeking additional
equity financing.

These factors, among others, may indicate that the Company will be unable to continue as a going
concern for a reasonable period of time. These interim consolidated financial statements do not
include any adjustments related to the recoverability of assets and classification of assets and
liabilities that might be necessary should the Company be unable to continue as a going concern.

Significant accounting policies:
(a) Basis of presentation:

These consolidated financial statements include the accounts of Adaptive Marketing Solutions
Inc. (formerly ArtGalleryLive.com Management Ltd.), its wholly-owned subsidiaries ALV
Management Ltd., ArtGalleryLive.com Investments Ltd. and ArtGalleryLive.com Inc. and its
investment in ArtGalleryLive.com L.P., collectively referred to as “the Company”. All
intercompany balances and transactions have been eliminated on consolidation.

These unaudited interim financial statements have been prepared by the Company in
accordance with Canadian generally accepted accounting principles. All financial summaries
included are presented on a comparative and consistent basis showing the figures for the
corresponding period in the preceding period. The preparation of financial data is based on
accounting principles and practices consistent with those used in the preparation of the audited
consolidated financial statements for the year ended February 28, 2001. Certain information and
footnote disclosure normally included in financial statements prepared in accordance with
generally accepted accounting principles have been condensed or omitted. These interim period

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

statements should be read together with the audited financial statements and the accompanying
notes included in

2. Significant accounting policies (continued):

the Company’s latest annual report. In the opinion of the Company, its unaudited interim
financial statements contain all adjustments necessary in order to present a fair statement of the
results of the interim periods presented. Certain comparative figures have been reclassified to
conform with the current period’s presentation.

(b) Use of estimates:

(e)

)

The preparation of consolidated financial statements in conformity with Canadian generally
accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statemenis and the reported amounts of revenues and
expenses during the reporting period. Significant areas requiring the use of management
estimates relate to the valuation of its accounts receivable, inventory, prepaid expenses,
goodwill, and other long-lived assets. Actual results could differ from those estimates.

Cash and cash equivalents:
Cash and cash equivalents includes short-term investments with an initial term of 80 days or less.
Marketable securities:

Marketable securities are valued at the lower of cost and market and include investments in term
deposits and shares in a publicly traded company.

Inventory:

Inventory is valued at the lower of cost, determined on a specific identification basis, and net
realizable value.

Capital assets:

Capital assets are recorded at cost and depreciated using the declining balance method at the
following annual rates:

Asset Rate
Furniture and equipment | 20%
Computer hardware 30%
Computer software 30%

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

2. Significant accounting policies (continued):

(@

()

Revenue recognition:

Revenue from direct product sales is recognized when the product has been delivered and title
passes, there is persuasive evidence of an arrangement, the fee is fixed or determinable and
collection is probable.

The Company also sells monthly and annuaf advertising services on its web-site. The Company
recognizes revenue over the term of the service arrangement as the services are performed.

Revenue that has been paid or invoiced, but does not yet qualify for recognmon under the
Company S revenue recognition poltcnes is reﬂected as deferred revenue.

Web hosting and development costs:

The Company expenses web hosting fees in the period the services are received. Web site
development costs incurred during the planning stage and during the operating stage, including
administration and maintenance costs, are expensed as incurred. Costs incurred in developing
or acquiring hardware or software or modifications that result in additional functionality are
capitalized and expensed over the period of benefit.

Basic loss per share:

Basic loss per share is computed using the weighted average number of common shares
outstanding during the period. Fully diluted loss per share is computed using the weighted
average number of common shares and potentially dilutive common shares outstanding during
the period. As the Company has a net loss in each of the periods presented, basic and fully
diluted net loss per share is the same as the exercise of options and warrants would be anti-
dilutive.

Foreign currency translation:

The reporting currency and functional currency of the Company is the Canadian dollar. Foreign
currency transactions entered into directly by the Company, as well as the accounts of its
integrated foreign subsidiary operations, are translated using the temporal method. Under this
method, monetary assets and liabilities are translated at period-end exchange rates and other
balance sheet items are translated at historical exchange rates. Income statement items are
translated at the rate in effect at the time of the transaction. Translation gains and losses are
included in income.

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

2. Significant accounting policies (continued):
(k) Income taxes:

The Company follows the asset and liability method of accounting for income taxes. Under the
asset and liability method, the Company recognizes and measures, as assets and liabilities,
income taxes currently payable or recoverable as well as future taxes which will arise from the
realization of assets or settlement of liabilities at carrying amounts which differ from their tax
bases. Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. A valuation allowance is recognized to the extent the
recoverability of future income tax assets is not considered to be more likely than not.

() Goodwill:

Goodwill represents the excess of the cost paid over the estimated fair market value of the
identifiable net assets acquired.

(m) Impairment of long-lived assets:

The Company monitors the recoverability of long-lived assets, including capital assets and
goodwill, based upon estimates using factors such as future asset utilization, business climate
and future non-discounted cash flows expected to result from the use of the related assets or to
be realized on sale. The Company’s policy is to write down assets to their net recoverable
amount in the period when it is likely that the carrying amount of the asset will not be recovered.

3. Adoption of new accounting standards for income taxes:

On March 1, 2000, the Company adopted new recommendations of The Canadian Institute of
Chartered Accountants ("CICA”") for the accounting for income taxes. The new standard requires the
use of the asset and liability method for accounting for income taxes. Previously, the Company
folliowed the deferral method of accounting for income taxes which refated the provision for income
taxes to the accounting income for the period. Under the deferral method, the amount by which the
income tax provision differed from the amount of income taxes currently payable was considered to
represent the deferral to future periods of benefits obtained or expenditures incurred in the current
period. The accumulated income tax allocation debit or credit balance was not adjusted to reflect
subsequent changes in the income tax rates. Also, under the deferral method, tax benefits related to
accounting losses could only be recognized in the period the loss was incurred if there was virtual
certainty of realizing these benefits.

The Company has adopted the new income tax accounting standard without restatement and the
Company has determined that there is no effect on prior years’ results. The Company's future tax
assets consist primarily of loss carryforwards which are offset by a valuation allowance.

UNAUDITED
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ADAFIIVE MARAKETING SOLUITIUONOS INC.
(Formerly ArtGallerylLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

4. Acquisition:
On July 19, 1999, the Company acquired all of the outstanding shares of ALV Management Ltd. by
the issuance of 66,667 common shares and 133,333 performance shares. At the time of the
acquisition ALV Management Ltd. was in the process of developing its business of selling artwork
over the Internet. The acquisition has been accounted for by the purchase method. The
performance shares are released upon certain performance targets being met.

The total purchase price of $534,113 consists of the estimated fair value of the common shares
|ssued of $520 OOO and other direct acquisition costs of $14,113.

,The purchase price was allocated to assets acquired and liabilities assumed based on their relative
fair values as follows:.

Goodwill (Note 6) _ v $ 533,125
Current assets 4,488
Current liabilities (3,500)
Total purchase price $ 534,113

5. Capital assets:

Accumulated Net book

August 31, 2001 Cost amortization value

Fumniture and equipment § 19,980 $ 5,960 $ 14,020

Computer hardware 27,814 13,099 14,715
Computer software 47,437 47,437

- $ 95231 $ 66,496 $ 28,735

Accumulated Net book

February 28, 2001 Cost amortization value

Furniture and equipment $ 19,980 $ 4,560 $ 15420

Computer hardware 27,814 11,190 16,624

Computer software 47,437 46,681 756

$ 95231 $ 62,431 $ 32,800

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

6. Goodwill:

During 2000, the President and Chief Financial Officer of the Company resigned. These officers
represent the former management of ALV Management Ltd., which was acquired by the Company in
2000 (note 4).

Management determined that this event confirmed that the carrying amount of acquired goodwill in its
acquisition of ALV Management Ltd. had been impaired as of February 29, 2000 and was written
down to $1. The write-down represented the excess of the carrying amount over the estimated future
non-discounted cash flows of ALV Management Ltd. The write-down of $454,999 was charged to
depreciation and amortization expense.

7. Note payable:

During the year ended February 28, 2001, the Company obtained a working capital loan of $100,000
from Berdino International Ltd., an unrelated party. The loan bears interest at 10% per annum,
payable quarterly in arrears, is unsecured, and matures on January 25, 2002. In the event the loan is
unpaid on January 25, 2002, the loan will bear interest at 20% per annum and the Company will be
subject to a 10% penalty on the outstanding principal and interest owing on that date. Pursuant to
the loan agreement, the Company issued 19,048 share purchase warrants with an estimated fair
value of $40,000. The fair value of the warrants has been recorded as an addition to additional paid-
in capital and a discount on the note payable and is being amortized to interest expense over the
term to maturity of the note. Each share purchase warrant has an exercise price of $2.10 and
expires on February 12, 2003.

The unexercised share purchase warrants will be cancelled if the loan is paid out in full before the
warrant expires and if one year of the warrant term has lapsed. Cancellation will take place within 30
days following the date of such repayment. In addition, the number of share purchase warrants will
be reduced by the percentage of the principal amount of the loan that has been paid by the
Company, 30 days following the date of such payment.

]
‘

8. Financial instruments:
(a) Fair value disclosures:

The carrying value of cash and cash equivalents, accounts receivable, accounts payable and
accrued liabilities approximate their fair values due to the relatively short periods to maturity of
the instruments.

The carrying value of the note payable approximates fair value due to the relative short period to
maturity.

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

8. Financial instruments (continued):

(b)

(c)

Foreign currency risk:

Credit risk:

The Company has not entered into contracts for foreign exchange hedges.

condition. The Company maintains reserves for potential credit losses.

9. Share capital:

The Company operates internationally, which gives rise to the risk that cash flows may be
adversely impacted by exchange rate fluctuations.

To reduce credit risk, management performs ongoing credit evaluations of its custorners’ financial

On January 18, 2001, the Company received approval for the consolidation of its share capital with
one new common share being issued for every fifteen issued common shares. This consolidation

has been reflected on a retroactive basis in the consolidated financial statements.

(a) Authorized:

)

100,000,000 Common shares without par value

Issued and subscribed common shares:
Number ,
of shares Stated capital
Balance, February 29, 2000 1,464,227 $ 7.835,177
Shares issued for cash:

Pursuant to private placements (note 9(d)) 316,666 500,000
Shares issued in exchange for services 2,367 10,050
Share issue expenses - (20,605)
Balance, February 28, 2001 1,783,260 8,324,622
Shares issued for cash:

- Pursuant to private placements (note 9(d)) 841,045 116.700
Balance, August 31, 2001 2,624,305 $ 8,441,322

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

9. Share capital (continued):

(c)

(e)

Escrow:

At August 31, 2001, 469,498 (2000 — 469,498) issued and outstanding common shares of the
Company were held in escrow by the Company'’s transfer agent. The release of these shares is
subject to the directions or determination of the relevant regulatory authorities of the Province of
British Columbia.

Private placements (post 15 to 1 consolidation):

Number of Gross

common shares proceeds

July, 2000 100,000 $ 150,000
August, 2000 20,000 30,000
August, 2000 83,333 150,000
September, 2000 80,000 120,000
October, 2000 33,333 50,000

— 316,666 § 500,000
April, 2001 841,045 3 118,000

On April 24, 2001, the Company received regulatory acceptance of its non-brokered private
placement originally announced on February 2, 2001. The Company has issued from treasury
841,045 common shares and 833,585 share purchase warrants for gross proceeds of
approximately $118,000. The warrants are exercisable at $0.18 per warrant share for a period of
two years expiring Aprit 23, 2003. The shares and any shares acquired on exercise of the share
purchase warrants are subject to a hold period expiring August 23, 2001.

4
|

Performance shares:

During the year ended February 29, 2000, 333,333 common shares were issued for cash
proceeds of $50,000. These shares are held in escrow until the Company incurs certain
qualifying marketing expenditures and meets certain revenue targets. No shares have been
released from escrow.

Pooling Agreement:

tn accordance with an agreement dated July 19, 1999, 66,667 pooling shares were issued to the
former management of ALV Management Ltd. (formerly 581985 B.C. Ltd.). These shares will be
released on a pro-rata basis based on the value of services received by the Company under a

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

service agreement with Network Commerce inc. As at February 28, 2001 and August 31, 2001,
50,799 of the pooling shares have been released based on the value of services received.
9. Share capital (continued):

(g) Warrants:

As at August 31, 2001, the Company has 932,633 (2000 — 580,410) outstanding share purchase
warrants enabling the holders to acquire additional common shares as follows:

Number of shares Exercise price Expiry date
46,667 $2.10 September 12, 2001
33,333 ' $1.80 October 13, 2001
19,048 $2.10 ‘ . February 12, 2003

833,585 $0.18 April 23, 2003
932,633

(h) Stock options:

The Company is authorized to grant stock options to its employees and directors but is limited to
10% of the number of the then issued and outstanding common shares. The exercise price of
each option equals the market price of the Company’s stock on the date of the grant and an
option’s maximum term is five years.

A summary of the status of the Company’s plan as of August 31, 2001 and February 28, 2001
and changes during those periods is as follows:

February 28, 2001 August 31, 2001
Number of Weighted average Number of Weighted average

common shares exercise price common shares exercise price
Qutstanding, beginning of period 123,819 $ 8.85 174,592 $ 225
Granted 182,240 1.80
Exercised - o -
Forfeited (131,467) (6.60)
Cancelled (174,592) 1.80
Qutstanding, end of period 174,592 $ 1.80 - $ -
Options exercisable, end of period 174,592 - $ -

On May 7, 2001, the Company cancelled all 174,592 stock options outstanding on that date.

As at August 31, 2001, there are no outstanding stock options.

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.

(Formerly ArtGalleryLive.com Management Ltd.)

Notes to Consolidated Financial Statements
(Unaudited — Prepared by Management)
August 31, 2001

10. Related party transactions:

Included in accounts payable and accrued liabilities at August 31, 2001 are amounts totaling
approximately $193,533 (2000 — $21,131) owing to related parties.

During the six month period ended August 31, 2001, thé Company:

a) Paid or accrued $23,346 (2000 — $43,650) for administrative and support services to corporations
controlled by officers of the Company.

b) Paid or accrued $45,000 (2000 -- $45,000) for management fees to a company controlled by a
director. ,

c) Paid or accrued $36,000 (2000 -- $36,000) for consulting fees to a company controlled by a
director. ' ' '

UNAUDITED
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ADAPTIVE MARKETING SOLUTIONS INC.
QUARTERLY REPORT - FORM 51-901F
AUGUST 31, 2001

SCHEDULE A: FINANCIAL INFORMATION

See attached unaudited consolidated financial statements for the six month period ended August 31, 2001.

SCHEDULE B: SUPPLEMENTARY INFORMATION

1. See attached unaudited consolidated financial statements for the six month period ended August 31, 2001.
2. See Note 10 to the attached unaudited consolidated financial statements.
3. a) Sée Note 9 to the attached unaudited consolidated financial statements.
b) See Note 9 to the attached unaudited consolidated financial statements.
4. a) See Note 9 to the attached unaudited consolidated financial statements.
b) See Note 9 to the attached unaudited consolidated financial statements.
c) See Note 9 to the attached unaudited consolidated financial statements.
d) Number of escrow shares: 469,498 common shares.

5. List of directors and officers:  Elizabeth Mast - President
Peter Steele - CEO and Secretary
John Murphy
James Spickemell
James Stewart

SCHEDULE C: MANAGEMENT DISCUSSION

The amounts in shareholder communication and promotion do not relate to investor relation activities.

On June 28, 2001 the Company announced that pursuant to the 15:1 share consolidation, which occurred on
January 18, 2001, management has cancelled all outstanding stock options.

Also on June 28, 2001 the Company announced, in updating it’s records, that it had entered into an Office Space
Agreement with DLL Communications Inc. (“DLL”) as of December 1, 2000 for the use of office space and
certain office equipment and furniture. Under the terms of the agreement the Company shall pay DLL a fee of
$3891.00 per month for a one-year period. This Agreement is subject to CDNX acceptance.

The Company also announced that the existing Management Agreement among the Company and Daddy-
Longlegs.com Management Ltd. and CEO Peter Steele, dated November 9*, 2000, had been replaced by a new
Agreement dated March 1, 2001 among the Company and P&B International (Canada) Holdings Ltd. (a private
company which is owned by Peter Steele) and Peter Steele. The terms of the one- year agreement are unchanged
from the previous agreement. This Agreement is subject to CDNX acceptance.




SCHEDULE C: MANAGEMENT DISCUSSION (Cont.)

On July 18, 2001 the Company announced that it would be seeking the approval of its shareholders at its annual
general meeting scheduled for August 9, 2001 of a consolidation of the Company’s common shares on the
basis of one (1) new common share for up to two (2) issued and outstanding common shares. Currently, the
Company has 2,624,345 common shares issued and outstanding and, following the proposed consolidation,
would have approximately 1,312,173. In accordance with the policies of the Canadian Venture Exchange, the
Company will be seeking approval of the shareholders to change its name. Final approval of the share
consolidation and name change is subject to shareholder and regulatory approval, including the approval of
the Canadian Venture Exchange. Shareholder approval was received at the Company’s Annual General
Meeting held on Friday, August 17, 2001.

On August 17, 2001 the Company held its Annual General Meeting that had been rescheduled from August 9,
2001. At this meeting Mr. James Stewart did not stand for re-election to the Board of Directors. All other
resolutions were passed as recommended by management.

Subsequent to the quarter end the following events occurred.

No events have occurred subsequent to the quarter end.

There have been no significant sales revenues in this quarter which has resulted in a loss of $131,394.
Management does not expect a significant increase in revenues in the quarter ending November 30, 2001.




